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Public Choices - Private Resources:
Financing Capital Infrastructure for California's
Growth through Public-Private Bargaining.
John J. Kirlin and Anne M. Kirlin, California Tax
Foundation, Sacramento, California, 1982
In June 1978, Proposition 13 was approved
by the residents of California, forcing local
governments to find other sources of tax reve-
nues. At that time, the City of Santa Monica
was in final negotiations with developers of a
proposed $18 million downtown renewal project.
The project formed a substantial part of the
city's long-term redevelopment plans, and local
officials intended to use tax-increment backed
revenue bonds to provide financing for the
city's share of development costs. With the
passage of Proposition 13, the city lost
$650,000 in annual tax-increment revenues,
threatening Santa Monica's ability to meet its
obligations to the redevelopment project. In
order to retire the bonds, the developers agreed
to make annual payments to the city that will
approximately equal the amount of lost tax rev-
enues. This agreement allowed the project to be
completed.
Santa Monica's experience is highlighted in
John J. and Anne M. Kirlin' s book Public
Choices-Private Resources . This study explores
how capital infrastructure for California's
growth can be financed through public-private
bargaining. Smaller property tax revenues cou-
pled with decreasing federal grants-in-aid are
factors driving local governments to find other
methods of financing. The Kirlins believe that
governments' shrinking fiscal capacity and con-
tinued development pressure are forcing the pub-
lic sector to shift more capital costs to devel-
opers. Bargaining between the public and private
sectors offers one way to accomplish this
shift.
The book is designed to teach effective use
of the bargaining process to public officials
and administrators as well as developers. It
introduces the reader to a general overview of
the entire bargaining process. The Kirlins de-
fine a bargain as an agreement between a devel-
oper and public officials. The developer agrees
to undertake improvements or provide funds or
revenues to the jurisdiction that will pay for
improvements specific to that project. Since
bargaining is project-specific, it cannot be ap-
plied uniformly like taxation or development
fees.
The first several chapters of Public
Choices-Private Resources describe how bargain-
ing works in California. The Kirlins first
identify the state enabling legislation which
encourages its use. The Development Agreements
Act expressly authorizes localities and devel-
opers to contract in a broad manner for mutual
benefits. After defining the framework for bar-
gaining, the authors discuss the different
methods currently in use. Two very common types
are payments in lieu of taxes and public im-
provements in the project areas. Case studies
are included to put the bargaining process into
perspective.
In the last half of the book the Kirlins
evaluate what bargaining means to developers and
jurisdictions. This section highlights the risks
each participant must take in the commitment to
bargaining. The Kirlins' analysis shows that
even with its risks, bargaining offers a good
alternative as other avenues for development are
closing. Both jurisdiction and developer can
benefit if they are willing to take a few risks.
The book concludes with a discussion of legal
constraints on bargaining in California and pro-
poses some future policy choices that could
strengthen the process. These final chapters
help readers outside of California see how a
viable bargaining process could be developed in
their jurisdiction.
Overall, Public Choices-Private Resources
emphasizes the advantages of bargaining. The
Kirlins advocate bargaining as a complement to
public financing which does not damage property
rights or destroy public policies. All states
are facing reductions in federal grants-in-aid
often used to finance capital infrastructure.
With reduced federal funds, North Carolina will
be forced to find other sources of revenues to
pay for the new growth and development the state
predicts will occur during the next twenty
years. The bargaining techniques described by
the Kirlins offer an option for North Carolina
and other states.
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